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Customs Union with the United States 


There has been considerable discussion on both sides of the border on 
the question of a custums union of Canada and the U.S.A. This subject 
and any subject dealing with tariffs is of great importance to Canadian 
industry. 

Canada is one of the world’s great trading nations. Foreign trade ac- 
counts for a large part of the agricultural, mining and industrial production 
of this country. This being so, it would seem to be in Canada’s best interests 
to give support to any move which had as its object the removal of world 
trade barriers, or the removal of trade barriers in any part of the world. 
It seems certain that Canada’s national income and standard of living would 
increase if she had free access to markets now partially or completely blocked 
off by tariffs, for those products which she is best able to produce. Canada’s 
huge volume of imports, with which customer-countries pay for exports, 
would come in at substantially lower cost to Canadians. It would seem wise 
then, that Canada’s policy should be directed towards support for free, or 
at any rate freer trade. This policy was followed at the Geneva Conference 
which led to the Trade Agreements of October, 1947, which can be taken 
as an indication that a policy of support for tariff reduction finds favour 
in Ottawa. 

There are a number of factors which Canadians must consider, how- 
ever, before they accept customs union with the U.S.A. as a logical part 
of a free trade policy. 

In the first place, we should consider the accepted justifications for 
tariff protection to see whether they are applicable to this question. Two 
of the most generally accepted arguments are known as the “infant industry” 
argument and the “national safety” argument. The first justifies tariffs on 
the basis of protecting industries during their formative period, the second 
on the basis of making the country more self-sufficient in time of war. 
Most Canadian industries have passed their formative period and the “infant 
industry” argument is, therefore, probably not valid in most cases. On the 
other hand, we do not have to look back very many years to find a time 
when Canadian industry played an invaluable part in war. In 1939 Canada 
held a different political opinion to the United States on the question of 
whether to go to war. If Canada’s industrial economy had been integrated 
with that of the United States, severe dislocations would almost certainly 
have occurred in our industrial war effort. This underlines the thoughts 
that many Canadians hold that customs union with the U.S.A. would result 
in political union. 

Advocating free world trade is one thing, and advocating bilateral free 
trade with a much larger neighbour is quite another. Certainly there would 
be economic advantages, but these would probably be outweighed by the 
disadvantages of, in the first place losing economic control in a number of 
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fields affecting our trade with other countries whose tariff schedules would 
be intact, and in the second place risking the loss of political independence. 

Added to these disadvantages of customs union would be the economic 
upheaval which would result from throwing presently protected Canadian 
industries into free competition with their large American prototypes. 

In conclusion, then, it would seem that Canadians should decline cus- 
toms union even though such a decision might appear to be contrary to 
Canada’s avowed policy of support for free world trade. Our reasons for 
such a decision would be first, the risk of losing our political independence, 
and second the disruption of our existing industrial economy and the sub- 
stitution of one which might not prove to be any more advantageous in the 
world trade picture. In making this decision, we should not slam the door 
on increased economic co-operation with the U.S.A., or on carefully studied 
tariff adjustments, should they seem advisable. 


Asset Valuation for Insurance 


One of the greatest dangers which must be dealt with by those respon- 
sible for insurance in industrial and commercial companies in recent years 
has been the possibility of underinsurance. The almost unbelievable increase 
which has occurred in building and equipment values poses a serious prob- 
lem for buyers of insurance. As one example, a comparison of the erected 
cost of structural steel in a large building completed in 1940 compared to 
1948 contract prices showed an increase of 85%. Many of us who have 
not expanded our plant at these higher prices, or who have not in other 
ways had these fabulous increases brought home to us might quite reason- 
ably feel secure about our insurance if the amount of insurance had been 
increased moderately in the last eight or ten years. 

Our sense of security may be justified or may be extremely false, de- 
pending on the conditions of the insurance contract and on the nature of 
the assets insured. If the insurance has no co-insurance clause, and if the 
assets are not subject to total loss, insurance for considerably less than 
present value would not be a matter of concern. Similarly, if the co-insur- 
ance clause takes the form of what is known as the “guaranteed amount” 
clause, under-insurance would not be serious except in the event of total 
loss, or any loss which exceeded the amount of insurance. 

Many insurance policies covering industrial properties contain co- 
insurance clauses expressed in terms of. percentage. Under the terms of 
such a clause, the insured undertakes to maintain insurance in force in the 
amount of a stated percentage of the cash value of the property at the time 
of the loss. If the amount of insurance should prove to be less than the 
stated percentage of value, the insured bears a share of the loss in the pro- 
portion that the shortage of insurance bears to the amount of insurance 
which should have been carried. If then, our insurance was placed for, 
say, 90% of value even as recently as two or three years ago, increases in 
building values since that time would far out-weigh depreciation, and we 
may well be partial insurers of assets which we thought were fully insured. 

It behooves those responsible for insurance, therefore, to review their 
program in the light of increased building values, to make sure that (a) 
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the Company has not unknowingly become a partial insurer under the co- 
insurance clause or (b) in the absence of co-insurance regulations, the 
present value of assets which might be totally destroyed has not increased 
beyond the amount of insurance. 





Notice of Change of Name 


In accordance with a resolution passed at the last Annual Meeting of 
the Society, application was made to the Secretary of State to change the 
name of the Society to the Society of Industrial and Cost Accountants of 
Canada. We are very pleased to announce that supplementary Letters 
Patent were granted to the Canadian Society of Cost Accountants & Indus- 
trial Engineers to change its name to that of the Society of Industrial and 
Cost Accountants of Canada. 

We are also pleased to announce that a Private Bill has been passed 
to incorporate the Society of Industrial and Cost Accountants of Quebec 
and an amendment has been made to the Private Bill of the Alberta Society 
to change its name to the Society of Industrial and Cost Accountants of 
Alberta. 

Only the British Columbia Society has to change its name to give all 
our affiliated bodies the uniform name. It was understood at our Annual 
Meeting that the British Columbia Society should defer their application 
for change of name until a later date. 

This is a distinct forward step in the progress of the Society and 
it represents a willingness on the part of the Provincial Societies to set 
aside their individual preferences in the interests of the organization as 


a whole. 





Student Awards 


The Educational Committee of the Ontario Society is very pleased to 
announce that, commencing with the 1948 examinations, a gold medal and a 
silver medal will be awarded to the student receiving the highest and second 
highest marks, respectively, in the subject of advanced Cost Accounting. 

These awards have been made possible by a fund established by the 
donations of Mr. A. G. Howey, R.I.A., and Mr. H. P. Wright, R.I.A. Addi- 
tional awards will be made to the extent that funds are available in this 
connection, donations are invited from firms and individuals. 





Personals 


Congratulations are extended to Mr. A. Hodgkinson, who has recently 
been appointed Vice-President of Canadian Car & Foundry Co. Ltd. Mr. 
Hodgkinson is a member of the Montreal Chapter. 

L. Paul Duchaine, C.G.A., L.C.M.I., was recently elected President of 
the Canadian Shoe Manufacturers Association for a period of two years. 
Mr. Duchaine is a member of the Quebec Chapter and a director of the 
Society of Industrial and Cost Accountants of Canada. 
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New Members 


Calgary Chapter 


Ronald M. Buick, Department of National Revenue. 


Walter C. Jaye, Calgary Taxi. 


Eastern Townships Chapter 
T. F. Ward, Jr., 152 Noel Street, Asbestos, Que. 
David Clark, 56 Manville Avenue, Asbestos, Que. 


Edmonton Chapter 


Kenneth J. Rootes, Department of National Revenue. 


Fort William-Port Arthur Chapter 


L. D. Dack, C.A., Black, Hanson & Co., Port Arthur. 
R. E. Johnson, Alexander-Clark Timber Co. Ltd., Port Arthur. 


Hamilton Chapter 
J. F. Bowland, Porritts & Spencer (Canada) Ltd. 
F. A. Dale, Ditto of Canada Ltd. 
Geo. W. Bolwell, N. Slater & Co. Ltd. 


London Chapter 
Henry Duy, Kelvinator of Canada Ltd. 


Montreal Chapter 
N. Hindsley, Giddings Ltd., Granby, Que. 
E. W. Harrison, Canada Packers Ltd. 
W. P. McMurray, Stuart Brothers Co. Ltd. 
D. P. Scott, Canadian International Paper Co. 
F, Knight, Canadian Power Boat Co. 
R. G. Rankine, Continental Can Company Ltd. 
J. P. Foucauld, United Last Co. Ltd. 
M. Strypchuk, Canadian Buttons Ltd. 
R. A. Barry, Department of National Revenue. 
J. De Ambrosis, Modern Business College. 


John C. Joyce, Liquid Carbonic Canadian Corporation. 


Ottawa Chapter 
Miss Agnes G. Young, Larocque (Ottawa) Ltd. 


Peterborough Chapter 
Wm. J. Vanstone, J. J. Turner & Sons. 


S. R. Adamson, The Canadian General Electric Co. Ltd. 


W. W. Toal, J. J. Duffus & Co. 

A. H. Cocks, Brinton-Peterboro Carpet Co. Ltd. 
S. W. Townsend, Brinton-Peterboro Carpet Co. Ltd. 
W. J. Dyer, Brinton-Peterboro Carpet Co. Ltd. 
D. A. Harwood, Tilco Limited. 

J. B. Bell, The Quaker Oats Co. of Canada Ltd. 
A. Pitchford, The Quaker Oats Co. of Canada Ltd. 
E. H. Jones, Canadian General Electric Co. Ltd. 
J. S. Black, J. S. Black & Co. 

G. W. Hodgson, Canadian General Electric Co. Ltd. 
G. T. Cheatle, Canadian Nashua Paper Co. Ltd. 
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Toronto Chapter 
Bruce L. Thomson, Corning Glass Works of Canada Ltd. 
Norman S. Cross, King Edward Hotel. 
T. T. Forrest, J. T. Hepburn Ltd. 


Windsor Chapter 
Wayne Gow, Omer W. Cox & Co. 
F. Hawksworth, Ford Motor Co. of Canada Ltd. 
K. D. MacLennan, C.A., Touche, Niven, Bailey & Smart, Detroit, 
Michigan. 
Winnipeg Chapter 
R. V. Anderson, 298 Mandeville Street, St. James, Manitoba. 
R. Syme, 725 Garfield Street. 
Non-Resident Alberta Society 
Evan B. Kelly, Canadian Urilities Ltd. 
Non-Resident Ontario Society 
J. L. Mackidd, Berens River Mines Ltd., Favourable Lake, Ont. 


The Society of Industrial and Cost Account- 
ants of Saskatchewan Incorporated 


by Public Bill 


The last link in our chain of Provincial Societies from Quebec to 
British Columbia has now been forged with the incorporation of The Society 
of Industrial and Cost Accountants of Saskatchewan. Their Bill was passed 
by the Provincial Legislature in March. 

Last September a group of very capable men in Regina met with our 
Dominion President, Mr. J. A. Tupper, and our Secretary-Manager and 
laid plans for organizing the Society in Saskatchewan. The fact that they 
have become incorporated in such a short period of time after their first 
meeting reflects upon the efficiency and enthusiasm with which they went 
about the job of organizing. This fact is further emphasized when it is 
considered that the charter members represent a number of points in other 
parts of the Province. The provisional officers are Mr. A. Stewart, Chair- 
man, and Mr. R. B. VanIderstine, Secretary. These men with other charter 
members are certainly to be congratulated on the results of their untiring 
efforts. 

We take great pleasure in welcoming The Society of Industrial and Cost 
Accountants of Saskatchewan as a sister organization and we wish for them 
every success in the future and we will look forward to them taking their 
full part in the future development of The Society of Industrial and Cost 
Accountants of Canada. 
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The Society of Industrial and Cost Account- 
ants of Saskatchewan 


The following are the charter members: 


L. A. Robertson, Beattie Ramsay Construction Co. Ltd., Regina. 


F. H. H. Smith, C.A., 101 Westman Chambers, Regina. 
L. V. Spalding, Swift Canadian Co. Ltd., Moose Jaw. 
Albert Stewart, Burns & Co. Ltd., Regina. 

R. B. VanIderstine, Leader-Post Ltd., Regina. 

John Williams, Army & Navy Department Stores, Regina. 
Theo. P. Bjerke, Robin Hood Flour Mills, Moose Jaw. 
Fred Body, Elliott Motors Ltd., Moose Jaw. 

Edwin Gant, Sterling Motors Ltd., Moose Jaw. 

J. D. Clark, Bird Construction Co. Ltd., Moose Jaw. 

J. J. Emerson, Patron Oil Co. Ltd., Moose Jaw. 

D. F. J. Flegel, Grant Hall Hotel, Moose Jaw. 

John P. Golds, Robin Hood Flour Mills, Moose Jaw. 

J. H. Grismer, Bird Construction Co. Ltd., Moose Jaw. 
R. A. Kennedy, Prairie Vegetable Oils Ltd., Moose Jaw. 
W. M. Kimber, Kramer Church Tractor Co., Regina. 
Gordon T. Lane, Palm Dairies Ltd., Moose Jaw. 

V. E. McMurdie, Scott National Fruit Co., Regina. 


E. T. Mowbrey, Sask. Federated Co-operatives Ltd., Saskatoon. 


A. J. Newmark, Rex Fruit Wholesale, Moose Jaw. 

W. S. Peacock, Peacock Van & Storage Co., Regina. 

F, V. Pepper, Moose Jaw Co-op. Assn. Ltd., Moose Jaw. 
W. T. Read, C.A., 101 Westman Chambers, Regina. 

F. G. Burtwell, Oliver Corp., Regina. 

L. R. Chiswick, Sicks Regina Brewery, Regina. 

C. W. Elliott, Neil Motors Ltd., Regina. 

Albert Diston, Sask. Co-op Creamery Association, Regina. 
Douglas A. Shaw, W. M. Vicars & Co., Regina. 

John Keple, Regina Cartage & Storage Co., Regina. 

R. G. Spelliscy, Canada Safeway Ltd., Regina. 

H. S. Moffet, C.A., Rooke Thomas & Co., Regina. 

W. G. Smith, C.A., Rooke, Thomas & Co., Regina. 

W. A. Farr, C.A., Robt. Simpson Regina Ltd., Regina. 
Mr. Ian Forbes, C.A., 101 Westman Chambers, Regina. 
E. A. Fowle, Capital Grocers, Regina. 

James Game, General Films Ltd., Regina. 

A. L. Heggie, General Films Ltd., Regina. 

W. J. Arnall, Dept. of National Revenue, Regina. 


R. L. Bamford, C.A., Hodge Bamford & Wilder, Moose Jaw. 
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Chapter Notes 


BAY OF QUINTE CHAPTER 

The March meeting was turned over to Carl Casey, Student Group 
Chairman. Carl with the help of Art Lockley, Harold Kellar, Les Lennox 
and Bob Taylor assembled a questionnaire on various phases of accounting. 
Each of the above presented his own questions to the group in general, and 
lively discussions and answers were submitted. The evening was very suc- 
cessful both for the Students’ benefit and the other members present. 

Carl is to be commended on his excellent undertaking, and we look 
forward to more of these informal but educational evenings. The actual 
Student members present were six in all, and we are sure they appreciated 
such a program at this time with examinations in the offing. 

The meeting was called at 9.20 p.m. 


CALGARY CHAPTER 

Our guest speaker for February 11th was Mr. H. E. Panabaker, B.A., 
Supervisor of Guidance for the Calgary School Board, who gave an interest- 
ing talk on the guidance program recently initiated for Calgary students. 
He is assisted by a committee of local employers and suggested that our 
Association should be represented on that committee. During the past 
year, all grade 9 students were interviewed and a study made of their marks, 
preferences, etc., with a view to helping them to decide on the type of 
study suited to them in senior high school, as well as their choice of vocation. 

On February 25th, three of our members led a panel discussion on 
“Internal Check and Controls.” Fred Holmes, Gil Hall and Bert McNeil 
presented different angles of this subject which was followed by a general 
discussion. It was decided by the members that this form of program 
would be continued once a month for the balance of this season. 


FORT WILLIAM-PORT ARTHUR CHAPTER 

Minutes of the monthly meeting held Monday, March 8th, 1948, in 
the Orpheum Grill, Port Arthur. Forty-six members were present at the 
March meeting of the chapter. 

H. N. Bickmore introduced the guest speaker, Mr. G. H. Hudson, of 
Winnipeg. Mr. Hudson addressed the meeting on “Reduced Paper Work 
Means Reduced Costs.” His extremely interesting and informative address 
was enhanced by the use of two sound films, entitled “Work Simplifica- 
tion as Adapted to Clerical Routine,” and “Systems Analysis.” At the con- 
clusion, C. D. Henderson in humorous vein, expressed the appreciation of 
the gathering to Mr. Hudson and his assistant, Miss Ruth Kennedy. 

There being no further business, the meeting closed at 10 p.m. 


HAMILTON CHAPTER 
The regular monthly dinner meeting was held on March 18th, Harold 
Bricker, C.G.A., presiding. Members of the staff of the Cockshutt Plow 
Co., were present and were duly welcomed. 
A very enjoyable musical programme was presented by Miss Wilma 
Porthouse, soprano soloist, accompanied by Mrs. Irene Peace. 
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CHAPTER NOTES 


The speaker of the evening was W. G. Prince, senior member of J. D. 
Woods & Gordon Ltd., management consultants. In his subject, ‘A Planned 
Control of Production,’ Mr. Prince gave a very comprehensive analysis of 
the relationship of money, materials, and man power to the process of 
production. He contended that the more uncertain the present cost factors 
the greater the necessity for well advanced forecasting for future budgets. 
An extended question period indicated the interest taken in the presentation 
of the subject. 

The Nominating Committee’s report was presented by Ken Horton, 
R.I.A., and plans were made for the final meeting in April when Dan 
Seabach, R.I.A., will be the guest speaker. 


KINGSTON CHAPTER 

The regular monthly meeting of the Kingston Chapter of the Society 
of Industrial and Cost Accountants of Ontario was held on March 18th 
when members and their guests had the pleasure of being conducted through 
the Gould Storage Battery Plant which proved of great interest to all those 
present. The visitors witnessed the making of lead plates, straps, posts, 
negative and positive pasting, conditioning wood separators, making battery 
boxes, assembling, charging and shipping. 

Aside from the throat-catching atmosphere in the Charging Room, 
everyone showed great interest and particularly in the new battery recently 
developed to view the water level without the removal of the caps. 

This tour was followed by a visit to the Frontenac Wall & Tile Com- 
pany where an advanced talk was given on the process of tile making. 
Everyone was impressed with the amount of care that is required in tile 
making from the high quality of clay required without impurities and the 
metallic oxides used in coloured glazing to the critical temperatures used 
for baking and glazing in order to obtain a first-class product as to size 
and bonding. 

After a tour through the plant, excellent refreshments were served which 
topped off one of the finest evenings ever experienced by the Chapter. 


KITCHENER CHAPTER 


Present day methods of accounting, especially pertaining to the profit 
and loss statements and the balance sheet, could be simplified to make 
them more understandable to the public, C. L. King, Secretary of the 
Dominion Association of Chartered Accountants, Toronto, told Kitchener 
Chapter, Society of Industrial and Cost Accountants, at Kitchener, Feb- 
ruary 25th. Chairman V. M. Buchanan presided. 

The meeting was held at the Doon Twines Ltd., and following the 
dinner 70 members and guests toured the plant. It is the only factory in 
Canada manufacturing jute and hemp products direct from the raw 
materials. 

The guest speaker spoke on the subject, “Current Accounting Prob- 
lems,” and was introduced by S. E. Nicholson, of Galt, and thanked by 
Francis Frank, of Preston. 

J. A. Tupper, of Edmonton, President of the Canadian Society, paid 
his official visit to the Kitchener Chapter and was introduced by J. Nelson 
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Allen, of Hamilton, Secretary-Manager of the Canadian organization. New 
members were introduced by D. G. Seabach, of Kitchener. 


MONTREAL CHAPTER 

“Student Night,” February 27th, 1948, gave the members an oppor- 
tunity to become better acquainted with our student body when they dined 
with us and later took over the evening usually devoted to a guest speaker. 
A debate, “Resolved that the recent United States Dollar saving measures 
are beneficial to Canadian industry,” with Mr. M. J. McDonald and Mr. 
A. Paquette on the affirmative and Mr. R. C. Berry and Mr. J. W. Fitz- 
patrick on the negative not only proved interesting but also ‘very informa- 
tive. The judges, Messrs. A. V. Harris, R. L. Sewell, J. V. Farrell and 
G. S. Herring could not decide on a winner in view of all the good points 
made by both sides, so a tie was declared. A baseball game, where hits are 
made by answering questions on cost and general problems was won by the 
team captained by J. D. Owen over its opponent headed by Mr. K. J. 
Mulveney. 

Mr. A. V. Harris, Chairman of the Chapter, presided. 


NIAGARA 

The Niagara Chapter held a very successful dinner meeting at the 
Reeta Hotel in Welland on Wednesday, March 24th. 

Chairman A. M. Chesher, of Thompson Products Limited, presided. 
and gave a brief report of proposed activities. 

Mr. F. Hesler, of Plymouth Cordage, of Welland, introduced the guest 
speaker of the evening, Mr. W. W. Henderson, R.I.A., of Meakins and 
Sons, Hamilton. His subject, Standard Cost, was very well presented and 
proved to be very interesting. A lively discussion period followed. 

Mr. L. Neal, of the Provincial Engineering, Niagara Falls, thanked 
the speaker. 


OTTAWA 

The largest number of members and guests for the season attended 
the March meeting of the Ottawa Chapter of the Society of Industrial and 
Cost Accountants of Ontario, held at the E. B. Eddy Company Staff Cafe- 
teria on Thursday night, March 18th. 

After dinner, Don McAllister, Secretary-Treasurer, introduced J. W. 
McKenzie and L. Jeffrey as new members of the Chapter. 

As a preliminary to the plant visit, a short talk, illustrated by slides, 
was given by Earl Barclay, E. B. Eddy Company Safety First Supervisor 
The meeting was then broken up into small groups and taken on a per- 
sonally conducted tour of the E. B. Eddy Company Upper Mill. Following 
this the meeting re-convened in the recreation hall, where a discussion 
period, conducted by Dave Hutton, President of the Chapter, was held. 

At the conclusion of the meeting, Major R. B. Strange expressed to 
the officials of the Company the appreciation of all those present for the 
courtesies extended during the evening. 


On departure all present were presented with a parcel containing 
samples of the Company’s products. 
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ST. MAURICE VALLEY 

The St. Maurice Valley Chapter held their meeting, of all days, on 
March 17th, thereby offering our speaker keen opposition. However, the 
Irish being what they are, there were several missing of our regular attenders. 

Mr. L. N. Buzzell, a past president of our society, spoke on ‘The Part 
an Auditor Plays in Dealing With Sick Companies,” and drew on his long 
experience in work of this kind to illustrate the various points brought out 
by his talk. 

Mr. John Hanna introduced the speaker and Mr. Douglas Scott 
thanked him. In the absence of Mr. Gurr, the Chairman, Mr. D. Peddie 
presided over the meeting. 


TORONTO 
On February 19th the Toronto Chapter journeyed by bus to Hamilton 
to join that chapter for a dinner meeting at which Mr. H. H. Stikeman 
was the speaker. His address on the New Income Tax Act proved to be of 
great interest to the many Toronto members who made the trip. This 
meeting also offered the first opportunity many Toronto members have 
had to meet the Dominion President, Mr. A. Tupper. 


On February 11th the final student dinner meeting of the season was 


held. Mr. H. Cannon, vice-chairman, presided for this meeting. The guest 
speaker, Mr. M. C. Coutts, R.I.A., chose as his subject, “Standard Costs,” 
and demonstrated, with forms, a practical application in a fabricating in- 
dustry. The many questions which were thrown at the speaker during the 
discussion period showed the keen interest of the students in this subject. 


VANCOUVER CHAPTER 


The February dinner meeting of the Vancouver Chapter was held in 
the Georgia Hotel on February 12th. The guest speaker, introduced by 
Ted Sewell, was Mr. George K. Miller, B.C. Manager of the Canadian 


Forestry Association. 


Mr. Miller very ably discussed the forestry industry and after impressing 
us with the importance of this, our province’s biggest business, went on 
to cover the many problems and the steps that have and are being taken 
to solve them such as conservation, fire prevention, etc. He also gave us 
an insight to the great work being done by the Junior Forest Wardens and 
as we were all supplied with charts and graphs his remarks were vividly 
portrayed. Mr. Miller then proceeded to bring us up-to-date on some of 
the amazing developments being made in the uses of wood and during 
the usual question period we were shown numerous samples of plastics, 
fabrics, plywoods and chemicals which Mr. Miller has assembled to illustrate 
the versatility of wood. 

The speaker was thanked by Al Ingall for his very interesting address. 
The next meeting was announced for March 11th, 1948. 
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Current Literature Digest 


income tax, I shall throw all my vouchers away.” Very few of us can say 





By HAROLD BRICKER, C.G.A., R.I.A. 
WORKING PAPERS 


More than one individual has remarked, “Now, that I have paid my 


that and literally give it effect. In fact we may never be “finished” with 
our working papers. 

Otto A. Shults, C.P.A., has an article in the New York Certified Public 
Accountant, Vol. XVIII, No. 1, 47, under the heading of “Some Notes 
on Audit Working Papers,” which could well be reviewed. Some of the 
remarks remind us that the skill of an auditor, his appreciation of good 
methods and orderly procedures, may also be judged from his habits, and 
character, reflected in his working papers. 

The accountant, or cost accountant, in setting up his working papers 
really demonstrates the extent of his theory and accounting knowledge. This 
technique is obtained through the office procedure in which there is some 
method in the proper instruction of junior accountants as to the manner 
of setting up working papers. Every sheet of the file should be headed 
with the client’s name and an appropriate description of the subject matter. 
All matters presented in the text and schedules of the report must be sup- 
ported in the working papers. 


The auditor should keep in mind that his working papers will serve 
several purposes, such as the preparation of the text and schedules of the 
audit report; the preparation of tax returns; the starting point of the 
next audit; etc. 


It is very important that working papers contain full information re- 
garding all items, together with a record of the method of verification 
adopted for each, for the following reasons: 

1. Working papers are the connecting link between the client’s records 

and the audit report. 

2. Working papers contain the accountant’s evidence of the correct- 
ness of the report. 

3. Accountants may be required to submit their working papers, should 
legal controversies arise in connection with the audit report, or in 
connection with other matters relating to the client’s financial 
transactions. 

4. Working papers are the accountant’s main defense, should his work 
be criticized. 

Working papers, after being completed, should be reviewed by the ac- 
countant in charge. The reviewer should initial and also date the sheets. 
The file should be arranged in some definite, for example trial balance, 
order, and should be prefaced by a proper index. Cross indexing should 
be used, such as placing the number of the working sheet opposite the trial 
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THE MACHINELESS PAYROLL METHOD 


SAVES TIME 


Eliminates all duplicate postings. On average 
payroll of 100, approximately 90,000 postings are 
elimiriated annually. 


ASSURES ACCURACY 


Elimination of rewritings automatically eliminates 
need for checking. Proof of posting assures 
posting to the proper records. 
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balance item to which it applies. The file should be bound and suitably 
titled with the name of the accountant, the name of the client, the period 
covered, the file number, etc. 


For years to come, this careful procedure will be a “time saver.” 


STANDARDS TO AID CONTROL OF MANUFACTURING COSTS 


This very timely subject is published in the N.A.C.A. Bulletin, Vol. 
XXIX, No. 14,903. Control over costs is best affected through action at 
the source. Hence standards used need to be specifications for the quantities 
of material, labor, and services to be consumed in performing an operation 
rather than the complete product cost standards. Variance from these 
standards should be developed to show causes and responsibilities for devia- 
tions from standards. Corrective action to eleminate variance causes lies 
in the field of management, but operating management relies on the ac- 
countant for facts which make possible intelligent executive action toward 
control costs. 

Taking the example of material variances of price, there may also be 
variances in quantity or quality, and reports confined to this variance factor, 
one may find the information presented in a list of materials classified by 
types of commodities giving the actual cost, standard cost, and the variance 


for each class of material. 


Responsibility for Material Price Variances 


This responsibility generally is stated to rest with the purchasing de- 
partment, to the extent that it can be placed for such variances. It is quite 
evident, however, that the responsibility of the purchasing department for 
material price standards is largely a matter of predicting what materials 
are going to cost, than it is for buying at a standard price. While it might 
be said that top executives are considered responsible for price variances 
because they generally choose the sources of supply and negotiate purchase 
contracts, it cannot be accepted, per se, as evidence that the purchasing de- 
partment did a bad or good job of purchasing if the actual costs are greater 
or less than standard. It is taken as evidence of an error in forecasting. 
There are many things affecting the prices of materials used in our business 
that are beyond the control of the purchasing department, and if too much 
criticism were made of a purchasing loss against standard, the natural re- 
action of the purchasing agent would be to make the next standards high 
enough to protect himself against any contingency. So we merely say to 
him that he is expected to make the estimate of standard costs as nearly 
on the nose as he can, and it has worked out to our advantage in eliminating 
inflated purchase standards from the profit forecasts. In many cases no 
one is considered directly responsible for price variances. 

In very few firms is there any regular follow-up procedure for price 
variances. However, if the variance is violent enough to appear with other 
factors as outstanding, there would be a special examination to ascertain the 
cause and an investigation to determine what action could be taken to allevi- 
ate the condition. In fact, there are many who agree that standard costs do 
provide management with a highly effective tool to aid in the control 


of costs. 
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CURRENT LITERATURE DIGEST 
TRACING TRANSPOSITION ERRORS 


Arnold A. Goldfaber, Chicago accountant, contributed an office sug- 
gestion which is published in The Journal of Accountancy, Vol. 85, No. 2, 
167, under this heading. There are probably more of this type of error 
in machine accounting than there were in manual accounting. However, 
whenever the difference to be located can be divided by nine, it might be 
this type of error. 


In locating a $540.00 error, the amount divisible by nine, much check- 
ing can be avoided by examining the ‘54’ items possible of such an error, 
in the following steps: 

1. Subtract the last digit from 10 to arrive at the lowest number in 
this table. In this case, 10 minus 04 gives 06. 60 minus 06 gives 
54. (An alternate step would be to divide 54 by 9.) 

Now add 11 to the lowest number in this series and transpose to 
get the higher number. 06 plus 11 gives 17. 71 minus 17 gives 54. 
3. Continue to add 11 to each of the lower of the transposed numbers 


N 


to give the complete table. 


10 minus 04—equals 06 Transposed, 60 
06 plus 11equals 17 Transposed, 71 
17 plus 11—equals 28 Transposed, 82 
28 plus 11—equals 39 Transposed, 93 


4. Arrange the numbers in an arithmetical array and check only those 
figures in the trial balance in which these combinations occur, in 
the proper column. 


$060 $600 
170 710 
280 820 
390 930 


“These are the only two-digit figures which, when transposed, 
could result in an error of 54. By limiting the search to this list, the 
possibilities of overlooking the culprit because of fatigue are greatly 
reduced. 

“The procedure may seem involved because it has been broken 
down step by step, but the whole operation can be performed very 
quickly, and is frequently justified by the amount of time it saves.” 


THE CHALLENGE OF BUDGETING 


In these days the student accountant finds the accounting field offering 
specialties such as general accounting, auditing, or cost accounting and its 
subdivisions. Cost accounting holds the greatest attraction, moreover no 
phase of cost accounting offers more interest than budgets. All other 
fields of accounting art concern themselves with that which has passed into 
history or which is presently transpiring. Budgets, by contrast, involve a 
forecast of operations to take place in the near future. They are con- 
cerned with operations to come and therefore present a challenge to the 
accountant that no mere concern over past history can approach. 

First, Budgeting calls upon his ability to collect facts on past per- 
formances. Secondly, it requires him to sift these facts, to analyze them, 
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and then to present them in lucid manner. The third step, that of inter- 
preting the facts into a forecast, links the accountant to the dynamic end 
of the business, the planning section of the business, and gives him an im- 
portant role in the planning of the enterprise. N.A.C.A. Bulletin Vol. 
XXIX, No. 14, 864. 


EXAMINATIONS ... YES... IT’S THE TRAINING 
THAT’S THE PLUS VALUE 


The Controller, XVI, Number 3, 124, gives an article by Wyman P. 
Fiske, on “Good Accountants are TRAINED.” Some of the points brought 
out are worth noting. Once the training need is recognized the really im- 
portant questions become: (1) What are the ELEMENTS of a sound train- 
ing program? (2), What are the necessary steps to plan and operate a 
sound training program? 

Some of the training objectives for the new training program or for 
the appraising of an existing program might be tabulated as: 

1. Training for more effective performance on the present job assign- 
ment. 

Training for better co-ordination of activities with other company 


N 


functions. 

3. Training for a clearer understanding of company policies. 

4. Training for a new job assignment, already determined. 

5. Training toward greater responsibilities without a specific job ob- 

jective. 

6. Training for development of potential top-management leadership. 

There is no earthly reason to believe that our economy cannot be im- 
proved by all the understanding and careful judgment that good citizens 
can devote to it. 

The student and the junior accountant must in their work and associa- 
tions with the staff demonstrate their personal interest in and through ser- 
vice to their employer, a desire for their own improvement and reward 
betterment. 

Executives and employers should look for this interest in the junior 
staff and encourage it through timely recognition. 

One fundamental idea should be kept in mind. Every experience we 
undergo has training implications. It either strengthens or weakens some 
natural or developed reaction and it becomes part of the background which 
influences our later actions. It is difficult to recognize at the time but 
every young man passes through a crisis in his early training period which 
is the turning point and the road of one’s future avocation may be com- 
mencing. However, it is more often a case of looking back to some early 
experience and realizing years later, that that was the hour. 

In these times it behoves all young people to be alert and keep asking 
themselves, “Is this my hour?” 
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Sales are up, sure. But, in most cases, 
costs are up even more. In fact, so heavy 
is the burden of operating overhead 
today that a slight slump in sales might 
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Revision of The Dominion Companies Act 


By E. B. FAIRBANKS, C.A., LL.B. 


An address before the Montreal Chapter 


The present Dominion Companies Act was enacted in 1934. It was 
amended, although not substantially, in 1935. 


The Act is a good act. In preparation for this paper I asked several 
practicing accountants if there was anything in the Act which they consid- 
ered should be amended in the public interest. The only replies were general 
references to “more disclosures” and statements that certain individual 
boards of directors did not pay high enough dividends. The first comment 
is too general for our purposes here and the second was not claimed to have 
a sufficiently general application to make it necessary to consider an amend- 
ment to the Act on that account. 

At the time of its enactment the Act represented a notable forward step 
in corporate legislation, in that it eliminated the necessity that any part 
of the authorized capital stock of a company be paid up before the 
commencement of business. 


While the Act is a good act it is not a perfect act and time alone brings 
need for serious examination, at least. Two committees have made an 
examination of the Act, and the work of a committee on the Companies Act 
of England is also in point. 

At a meeting of the Dominion and Provincial Conference held in 1935 
a committee was appointed to prepare a uniform companies act proposed 
for adoption by the Dominion and each of the provinces. In due course 
this committee made its report and the report, in the form of a draft 
uniform act, was printed by the King’s Printer in 1938. 


It will be noted that this committee was appointed one year after enact- 
ment by the Dominion of a companies act far superior to the companies 
act of any province. 


In my opinion, that spirit of progress was not maintained by the 
committee. The draft act is a bad job. It proposes no advance in corporate 
legislation. It extends restraints, introduces unnecessary complications and 
calls for unnecessary returns. Study of the draft act may have been deferred 
because of the war, but it would appear to me that our present Act is a 
better basis of discussion in any case. 


The Cohen Committee was a committee appointed in England to 
propose amendments to the Companies Act then in force there. While the 
report of- the Cohen Committee contains interesting discussions of various 
points in which we are interested, I have not been particularly impressed 
by it in general. 


The Post War Planning Committee of the Dominion Association of 
Chartered Accountants made a special study of our present Act, the draft 
act and the report of the Cohen Committee and has presented its own report. 
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This report is quite obviously the work of men who have had practical 
experience under our Act. Accordingly, the discussion is direct and to the 
point and the problems considered are clearly stated. 

My address deals with some of the more important possible amendments 
discussed in the report of the Post War Planning Committee. When I say 
simply, “the Commitee,” I will refer to that Committee. 

The Committee uses the draft act as a basis of discussion, in the view 
that uniformity is possible and that uniformity is good in itself. The Com- 
mittee disagrees with the draft act on various important points and seldom 
confers greater praise upon it than the statement that the wording in certain 
instances is to be preferred to that of the present Act. The Committee also 
draws upon the study which it made of the report of the Cohen Committee. 
But, except for the remarks of the Cohen Committee upon consolidated 
balance sheets, I think that the report of the Committee gains little by its 
references to the report of the Cohen Committee. 

Before discussing proposed amendments in detail, I wish to point out 
that every companies act is concerned with two things, the creation of 
corporations and their regulation. Provisions for the creation of corpora- 
tions require only a few lines. All the rest is concerned with regulation. 
Regulation means protection, protection for the public generally, protection 
for creditors, for security holders, actual and prospective, and protection for 
directors. It must not be forgotten that in company legislation, as in any 
other matter, a need for protection leads to red tape. Accordingly, every 
proposed amendment of corporate legislation which provides a new restraint 
or extends a previous restraint should be carefully considered to ascertain 
whether the additional protection given is worth the cost of the extra trouble 
to business generally. On the other hand any amendment which removes 
a restraint previously considered to be necessary should be welcomed as 
should also amendments clarifying doubtful provisions. 

Again, since some of the proposed amendments refer to capital and 
surplus, I would like to discuss the meanings of these two words. Capital 
particularly has many meanings. It is used to represent the total of 
proprietorship and long term loan accounts, or, decreasing in scope at each 
stage, net worth, or, all payments and contributions from shareholders or 
payments and contributions from shareholders less those amounts considered 
as excess. 

The word is used in an entirely different sense as part of the expression 
“capital asset” and its derivative “capital gain”. The word “capital” in the 
expression “capital asset”” means long term, fixed, heavy, used in the 
production of goods, or some such meaning as that. Its meaning here has 
no connection whatever with its meaning as stated in the previous paragraph. 

The word surplus has two very different meanings. It means amounts 
received from shareholders of the company considered as excess and it also 
means profits resulting from business transactions of the company other 
than transactions with its shareholders as such. 


It is common use of the words in these meanings which gives the words 
these meanings. I have never noticed that the wide meanings created any 
difficulty in communication between those who understood the subject 
matter of their communication. Because these words are often used by those 
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who do not realize that they have more than one meaning and do not know 
that they must be used with care accordingly, is no reason, I think, to 


endeavour to restrict their meaning by corporate legislation. 

Section 12 of the Act provides that part of the consideration received 
by a company for no par value shares may be set aside as “Distributable 
Surplus”. Also in case a company with an earned surplus account on hand 
is merged with another company, this section may be utilized to carry 
forward the earned surplus if that is otherwise possible. The Committee 
recommends that this provision be eliminated. 

It gives no particular reasons for its recommendation. 

At the time the insertion of this provision of the Act was being debated, 
it was argued that as par value shares could be issued at a premium, why 
should not an analogous provision apply to no par value shares. Again, 
it was urged that the provision gave a flexibility to corporate procedure 
which might be valuable in many instances. As you have reason to think 
on account of my previous remarks, I am myself in favour of the retention 
of the provision, even although I do not think it is used very often. But, 
I have an objection to the compulsory use of the term “Distributable 
Surplus”. 

No complaint can be made on the ground of accuracy. But the term 
has a much wider meaning than the narrow technical meaning assigned to it 
by the Act, and it may be exasperating in use for that reason. Again, its 
appropriation for a special purpose removes from general use a term which 
might otherwise be found very convenient. 

Why cannot the Act say that a part of the consideration may be set 
aside and may be distributed as dividends? The objection might be made 
that an accountant would not know what to call it. But surely the reply to 
that must be, if he does not know how to give it an appropriate designation 
in the circumstances he is not an accountant. 

As you all know, preferred shares may be issued subject to a right of 
redemption by the issuing company. The general rule is that the redemption 
of shares of any kind is a reduction of capital, something which is permitted 
only upon the issue of Supplementary Letters Patent. In the case of 
preferred shares Section 61 provides a very convenient alternative procedure 
available in certain circumstances. 

Section 61 is badly drafted and is not clear. I interpret it to mean 
that the shares may be redeemed, providing dividends thereon have been 
paid, if, first, a company has an earned surplus equal in amount to the 
proposed redemption, second, it has liquid assets with which to redeem 
the preferred shares, and third, following such redemption it segregates an 
equal amount of earned surplus as a “Capital Surplus”. This segregated 
surplus must not be distributed as dividends in the ordinary course. The 
idea is that it shall take the place of the preferred shares in the capital 
structure of the company. 

The term “Capital Surplus” could not be more inept. It takes an 
amount which is net profits, that is surplus in the sense of net profits, and 
it prefixes the word “capital”, which indicates that the word “surplus” has 
the very opposite meaning, that of excess payments received from the share- 
holders of the company. 
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The Committee recommends the term “Capital Redemption Reserve” 
in place of this objectionable term. This is a good term in that any account- 
ant must admit its applicability. But personally, for some reason, I dislike 
general use of the word “reserve”. An account which another would call 
“Reserve for Depreciation”, I call ‘Depreciation” and take it into account 
on the assets side of the balance sheet. I like the word only when used in 
the term “General Reserve’. 

But if both the Committee and myself are in agreement that we do 
not like the compulsory designation stated by the Act and I do not like 
the compulsory designation recommended by the Committee, it is not 
unreasonable to think that another would not like the unwieldy designation 
which I prefer myself “surplus segregated on redemption of preferred 
shares”. In other words, why can’t the Act simply state that upon such 
redemption an amount of surplus shall be segregated and provide what 
may be done and what may not be done with that segregated surplus? 

The Committee reviews with approval a proposed amendment of Section 
12 of the Act with respect to the receipt of property or services by a company 
in payment for shares. This section now provides that if directors accept 
such payment for shares they must specifically declare that the value of the 
payment is equal to the issue price of the shares. The directors may apply 
to the Court for an order declaring the same thing. This Court order is 
proof in all courts should it later be charged that the property or services 
did not have sufficient value. \ 

The section obscures the actual responsibility of directors. Disregarding 
the section, simply the mere allotment of shares by the directors, for property 
or services, is a statement by the directors that the property or services have 
a value equal to the issue price of the shares. 

But it must be admitted, first, that in the past the giving away or the 
accepting of shares of a company as fully paid in exchange for “services” 
of negligible or non-existent value was so common as to be considered 
proper, and second, the value of services and property is often very hard 
to judge. Consequently it was felt necessary to specially draw the attention 
of directors to their own act when issuing stock fully paid as payment for 
property or services. 

On the other hand, I have always felt that a Court order was a protec- 
tion to the directors which is unnecessary.if good faith exists, and should 
not be given if good faith does not exist. 

A Court order is granted on the basis of the Court records of the matter. 
While others may attend if they wish, the section makes 10 provision for 
the attendance before the Court of any but the interested directors. 

The interested directors give evidence, and it is only the given evidence 
which is recorded. The Court does not make an independent investigation. 
If there is no evidence in opposition to the granting of the order, the order 
is granted. 

The situation is different, in the case of a scheme of arrangement which 
must be approved by Court order following approval by shareholders as a 
group. In that case dissentient shareholders must receive notice of the 
Court hearing. 
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In view of those facts I do not know why the Committee recommends 
the proposed amendment that a Court order be compulsory or that, at least, 
affidavits be filed with a public officer. Personally, I feel that the require- 
ments of present day prospectuses as to disclosure have had and will have 
more to do with the elimination of the abuse aimed at by Section 12 than 


any other proposal. 

As to surplus, the present Act mentions distributable surplus, capital 
surplus and earned surplus. I have already discussed the first two. The last 
it not specially defined by the Act. 

The Committee recommends that surplus be divided into “earned 
surplus” and “contributed surplus”. Generally speaking, earned surplus 
would include all profits arising through business transactions of the 
company and contributed surplus would include all excess amounts paid to 
the company by its shareholders. 

The Committee thus recognizes the two different meanings of the word 
surplus. The designations are understandable. But I suggest that special 
circumstances may indicate the use of other designations and accordingly 
I am not in favour of these compulsory designations. 

Again, many Canadian companies are subsidiaries of English or 
American companies or are the parent companies of subsidiaries in various 
parts of the world. With compulsory designation of accounts in our Act, 
it may be impossible to present a balance sheet which makes sense in one 
or more other important countries. 

The Act now requires that each director of a company furnish a 
statement to the Secretary of the company, for the information of the share- 
holders at the annual meeting, stating the shares or other securities of the 
company bought or sold by him for his personal account during the twelve 
months immediately preceding such annual meeting. The Committee quotes 
with approval a suggestion of the Cohen Committee that instead, the state- 
ments be kept in a book, which would be available for inspection at the head 
office by any shareholder who desired to inspect it the day of the annual 
meeting or perhaps for some days before the meeting. 

Modern practice seems to require a greater degree of disclosure than 
has been the case in years past. It seems to be generally considered that 
disclosure of such transactions of the directors should be made. Accordingly, 
it seems to me that the proposed amendment is an unnecessarily careful 
method of dealing with the matter. To my mind the section should either 
be left as it is or else the statements of the directors should be made a matter 
of public information. 

The amount of detailed information to be given to the published 
accounts of holding companies and the manner in which it shall be given 
is a matter of great difficulty. 

I have often thought that the only important information to be obtained 
from the annual statements of any company, whether big or small, of which 
one has no information whatever, other than the information given in its 
statements, is the amount of the various classes of capital stock outstanding 
and changes in surplus accounts each year. This may or may not be valu- 
able information. The statements become more and more valuable and 
more and more information is gained from them, the more one has personal 
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knowledge of such things as the trade opportunity of the company, its plant 
and equipment, its managers, employees and owners. 

In the case of a very large company, whether or not a holding company, 
it is very difficult for those working full time for the company to know as 
much as might be known about these other factors and the outside individual 
shareholder knows much less. Accordingly, in any discussion of the informa- 
tion which should be given by the statements of a holding company care 
should be taken to see that the only information which can be given by 
statements, to those with no other knowledge of the company, is made as 
clear as possible. This does not say of course, that the statements should not 
be as complete as reasonably possible, for the sake of the information of 
those who do know something of the other matters which I have mentioned. 

The present Act provides that holding companies must present either 
consolidated accounts or must give certain specified information as to 
investments in subsidiaries by a statement. 

The Committee recommends that a holding company either present 
consolidated accounts or present complete accounts for the company and 
for each subsidiary. The Committee recommends that a statement as to 
subsidiaries be given, in addition. 

There are many instances where I would agree that consolidated 
accounts are obviously the most practical and the best, but in other cases, 
I feel a sense of unreality in reviewing a consolidated balance sheet. In such 
case, what I would like to see in the accounts of the holding company is the 
price paid and the number of shares of a subsidiary which are held. As to 
the statement which should be given in such a case, I would prefer a state- 
ment which dealt more fully with the capital and surplus accounts of sub- 
sidiaries, and payments made between the parent company and subsidiaries. 


I agree with the Committee that a statement should be made as to subsidiaries 


even if there is consolidation. 

There are other proposed amendments, some of which might well be 
considered more important than those I have discussed, but for those I refer 
you to the report of the Committee, itself. _ 

This is a highly technical subject, and I appreciate very much the 
courteous attention which you have given to my remarks. 
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Construction Site Accounting from the 
Owner’s Standpoint 


THE ACCOUNTING SIGNIFICANCE OF THE CONTRACT 
By N. R. BARFOOT, R.I.A. 


This is the first of two articles prepared by Mr. Barfoot on this subject. ‘he second, 
which will be published in the next issue, will deal with auditing and control of 
construction cost with a cost plus contract. 


The Canadian construction industry is in the midst of what is probably 
its greatest period of business activity and expansion. Everyone for example 
is aware and a good many of us acutely so, of the housing problem and the 
great efforts needed yet, even after so much has been done. More apparent 
to those of us in business is the really broad and varied program of building 
originating from within Canadian industry itself. 

This really began during the early years of the war and has continued 
without abatement during the post-war years. Recent Federal legislation 
regarding the importation of American consumer and capital goods gives 
the Government’s view of what the trend in Canadian industry should be. 
The whole intent of the recent parliamentary action is to restrict American 
goods from this country and by inference we are to assume that Canadian 
industry is to provide those goods and at the same time keep Canadian 
dollars at home by producing more and greater varieties of every type of 
product. The effect of this situation will be more and more expansion of 
present facilities as well as new plant construction by private industry. 

*The accounting importance of this new expansion is considerable. There 
is on the one hand the contractor’s accounting for costs which he will use for 
profit determination. These he will also use to check the accuracy of his 
estimate costs as well as to serve for a guide in future estimating. The other 
side of the picture is the accounting operations of the owner or company 
spending money to erect a new plant or add to an older one. This latter 
condition and in particular the work of the site or property accountant on 
the scene of the project is the subject of these articles. 

The beginning of actual building operations must be preceded by sundry 
discussions on the part of the company engineers with members of the 
architectural profession and of course builders or contractors. Some sort of 
estimate of final costs must be made in order to make appropriation of 
moneys for the job. Bids usually are submitted by the contractors or at 
least a willingness to undertake the work is indicated. 

This brings up the question of the basis of the relationship between 
owner and contractor and of course as in any ordinary business transaction 
some sort of a bargain must be struck with certain terms and conditions 
attached thereto. In other words and more correctly a contract is made 
between the two parties. This basic beginning is very important to the general 
relationship between owner and contractor and doubly so with regard to the 
accounting relations between the two. A sloppy contract put together in a 
hurry will prove quite costly and put a difficult and unwarranted burden on 
the accounting department. 

With this in mind it might be well to begin these articles on site account- 
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ing with a fairly detailed review of typical construction contracts and of 
course put special emphasis on the accounting implications. The confirming 
of and signing of construction contracts is usually not confined to any one 
department in a business although normally simple contracts are arranged 
in the purchasing. The inspection and approval of a construction project 
are engineering functions. Accounting requirements and procedures are 
concerned to some extent with both of these respective areas of business 
activity. Consequently a high degree of co-ordination of accounting 
procedures with those of purchasing and engineering is necessary in con- 
struction plans. 

The two major types of construction contracts are the lump sum 
contract and the cost plus contract. 

The lump sum contract is one in which the contractor or builder agrees 
to do certain specified work for a fixed pre-determined cost to the owner 
or company. This is the simpler of the two general types of contracts and 
would contain a full statement of the work or project to be performed, said 
work to be finished to the approval of the owner and owner’s architect and 
for this work a certain, sum of money would be paid to the contractor by 
‘owner. 

In large projects a contractor will usually support his offer or bid on 
the work with an estimate, detailing his costs including profit by the various 
divisions of the work. This estimate would be broken down into work phases 
such as the following: Contract—To erect storage warehouse. 1. Clear site. 
2. Excavation. 3. Concrete footings and piers. 4. Foundations walls. 5. 
Structural steel. 6. Brick work and tile. 7. Lumber and carpentry. 8. Steel 
sash. 9. Glass and glazing. 10. Finish hardware. 11. Sprinkler syetem. 
12. Electrical work. 13. Plumbing and heating. 14. Painting. 

However the accounting department of the company or owner may 
and probably will require a breakdown of estimate costs by the established 
company property classifications. The contractor’s cost estimate system 
usually takes no cognizance of capital and expense items, the determination 
of which is the essence of property accounting and most necessary for the 
establishment of proper plant values. The ideas of cost breakdowns held by 
contractors are not complete enough nor are they in such a form as will fit 
into company property and plant records. To get away from any confusion 
on this point with contractors the simplest way is to provide the prospective 
builder with a schedule of property values items. The estimate submitted 
by him will then be directly comparable with the company accounting 
classification of plant. 

With this form of contract it is not necessary to know the actual costs 
of the job, that is costs before profit, but the full sum of the firm contract 
price must be spread as accurately as possible over the items on which sep- 
arate values for accounting records are required. The values required at 
completion of a project will be all those which are normally capitalized and 
those which are expensed. This sorting out of the capital items from those 
purely expense will vary of course according to the type of plant under 
construction and to some extent individual company policy in such matters. 

It might be mentioned that with regard to expensed items the cost 


accounting expense system in use, can be and should be the basis and guide. 
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It may not be advisable or possible in some instances to provide the 
contractor with a schedule for costs breakdown before the contract is let, 
but if so the schedule should be given to him as soon as possible afterward 
so that at an early date he can provide the necessary distribution of the 
contract sum over the scheduled items of plant values. 

There is at least one other important feature to the lump sum contract 
that may be used and that is the escalator clause. 

This of course is a protection against unforeseen increases in material 
price and labour costs and provides for certain revisions of the contract 
price as labour rates and other costs substantially affect the contractor’s total 
actual costs. The accounting interest here is that it will be necessary to review 
the valuation breakdowns and records affected in order to arrive at adjust- 
ments for the increases and reflect those adjustments in the property accounts. 

The cost plus type of contract for construction is one very much in use 
today due to its flexible quality as regards cost increases in materials and 
labour. A cost plus contract is one wherein the company or owner agrees 
to pay the contractor or builder all the actual costs of labour and materials 
expended on the job and in addition a fixed or percentage fee for the 
contractor’s overhead, engineering, supervision and profit. This type of 
contract assumes several forms, such as cost plus a fixed fee, cost plus a 
percentage of cost and cost plus.a fixed or percentage fee with maximum 
cost specified. 

Obviously on a cost plus a percentage fee the contractor’s portion for 
overhead and contract profit will bear the same ratio to costs at all times. 
In the case of cost plus a fixed fee, depending on the actual final costs, the 
percentage return to the contractor will vary. The point can and does arise 
of the introduction of costs extra to the estimated beginning figure and its 
effect on the contractor’s profit ratio. To offset this point, maximum costs 
are sometimes specified or other such relief clauses introduced into the cost 
plus contract. In any case this is something to be watched in drawing up a 
contract, that provision is made either through setting maximum costs on 
the work or allowing the owner to introduce any extras he wishes into the 
job, to be handled within the fee stated. 

While it is generally understood that a large construction company 
customarily lets parts of its contract and in particular what is termed the 
specialized trades to subcontractors, this sort of business should be carefully 
watched and controlled by the owner’s accounting department. It will be 
quite clear that the sub-trades bid on their particular phase of the work 
at a profit. If therefore too much of the main contract is sublet, the owner 
finds himself in the unpleasant position of paying a fixed or percentage 
fee on work done by the main contractor and as well on the sub-trades. In 
other words, there is a double profit being expended on the work. Some 
contracts try to take care of this by specifying a fixed or percentage fee 
comparable to the usual profit earned by the contractor on his direct work 
and a very much smaller percentage allowance on the costs accrued through 
subletting work. Some allowance on sub-trade work is patently necessary 
since the contractor must expend administrative and financial management 
overhead costs in handling the same. 

Probably the prime source of accounting difficulties in new plant con- 
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struction is the incomplete understanding by the contractor at the time of 
the contract signing, of the company’s interpretation of the contract terms 
and exactly what he is expected to do and to supply. This of course applies 
in general to all phases of the contract and it should be studied thoroughly 
by accounting, engineering and legal departments if necessary so that 
when the contract comes up for discussion prior to signing, any and all 
situations and points that need clarification and/or amending can be 
quickly explained or adjusted. Certain clauses and in particular the ones 
dealing with the accounting relations between owner and contractor cannot 
be ironed out entirely before signing. Usually only a general idea of the 
needs of the owner in this respect can be given so early in the game and 
detail has to be worked out by the site accountant as time goes on. Much 
will depend on the state of the contractor’s accounting system, both head 
office and field, with regard to the work necessary by the owner’s accounting 
representative to produce satisfactory financial relationship between owner 
and contractor. However, an important point again is that as little delay 
as possible be permitted before such proper arrangements are made. 

The terms of a typical cost plus contract give in themselves more light 
on this entire subject of accounting relationships between owner and con- 
tractor than any general observations. These are reviewed below. 

The initial clause of course is a full and detailed statement of the work 
to be performed or a caption descriptive of the work as used in the specifica- 
tions and drawings. As a part of this some statement as to completion date 
is inserted. If this is not possible due to incomplete plans or specifications 
a wording is used thus: Contractor shall as soon as possible after the execu- 
tion of this contract and receipt of architect’s plans and specifications submit 
to owner and/or architect a schedule estimating timing of progress and 
completion of work. In comparison of actual with estimated progress and 
in the preparation of timing estimates consideration shall be given both 
parties for delays caused by strikes, etc. 

The clause following will state the willingness of owner to pay contractor 
in current funds the cost of work as herein,defined and in addition a sum 
or fee to include certain services. The establishing of what expenses of the 
contractor are to be included in the fixed fee or percentage fee is most 
important. It is not to be assumed that the fee is strictly profit. At least 
the contractor’s head office administration and engineering supervision 
should be included. The inclusion or not of contractor’s equipment which 
normally might be rented, the cost of public liability and property damage 
insurance, automobile and truck expenses, etc., is purely one of arbitration. 
The following list is one of possible items to be included in the fee at neither 
capital or rental cost to owner: Levels and surveying instruments, concrete 
mixers, concrete buggies, wheelbarrows, vibrators, mechanical trowels, roofing 
hoists, tarpaulins, ropes, pulleys, derricks and rigging for all purposes, power 
saws, pumps and piping, small tools, job office furniture and equipment. 
It should be noted, however, that certain highly specialized types of con- 


struction may quite legitimately ask for rent on special equipment and tools 
as part of the cost of the job. It would appear that this part of the contract 
depends on the nature of the construction, the generosity of the fee allowed 
and to some extent the amount of work which must be done by owner for 
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the contract in the way of administration and engineering. This latter point 
is well worth investigating before determination of fixed fee items. Some 
contractors have such sketchy administrative and engineering setups and 
operate on such a slim overhead that the owner will find, if not careful, 
that he is paying the usual fee and performing nine-tenths of the admin- 
istration and engineering for the job. 

From the same standpoint the next clause dealing with the cost of the 
work should be carefully drawn. It will include (a) payments by contractor 
to sub-contractors, (b) wages and salaries of superintendents, foremen, time- 
keepers and watchmen directly under the contractor and while engaged on 
the site of the work. (A further sentence could be put in here to the effect 
that the constitution, numbers and salaries of such staff be approved in 
writing by the owner.) (c) Expenditures in connection with materials used 
in or required in the construction of the work, (d) expenditures for prepara- 
tion, inspection, delivery, installation and removal of materials, plant and 
equipment to be used at the job site, (e) cost of erecting and maintaining 
temporary offices, sheds and similar structures, (f) cost of operating con- 
tractor’s plant and equipment exclusive of major repairs. (It is assumed 
that all equipment is in first class order before using at construction site.) 
(g) Assessments under Workmen’s Compensation Act, Unemployment Insur- 
ance Act and Vacations with Pay Act, (h) the cost of all expendable building 
materials, less the value thereof at the completion of the job, (i) cost of 
clearing the site and any subsequent clearing required by owner, (j) rental 
charges for plant and equipment other than those which would be enumer- 
ated in the list of items to be included in fixed fee, such rentals to be at 
rates prevailing in the district and to be approved by the owner. 

The next clause would be one regarding trade discounts and would 
state that all refunds and trade discounts which may be obtained shall be 
credited by contractor to owner. Discounts taken by contractor before net 
due date shall be retained by contractor. 

A further clause regarding contractor’s obligations to owner usually 
states that he is to provide an efficient administration for an adequate supply 
of labour, materials and superintendence at all times and to follow faithfully 
the plans and specifications as provided by the architect. 

With regard to payment, a clause would be inserted showing terms of 
payment by owner to contractor, specified as to the time of month owner 
will pay contractor’s account and of course the exact date deadline for 
receipt of contractor’s billing each month. Incorporated here also is the 
percentage of holdback owner keeps out of billing which may be from five 
to fifteen per cent. of each month’s actual, submitted costs. The portion 
of fee to be paid each month as part of the billing would also be dealt with 
in this clause. This in the case of a percentage of cost fee is easily deter- 
mined. For a fixed fee arrangement the procedure will probably be a 
division of the total fixed fee into equal monthly instalments spread over 
the estimated life of the job. A certain arbitrary portion may be, however, 
held for the final month of work and the balance distributed monthly as 
mentioned above. 

The above clause, as well as the succeeding one, is of financial account- 
ing significance as they touch on the money management of the contract. 
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Setting a fixed proportion of fee for each month may mean, in the early 
stages of a work project, of the allowance of proportionally much more fee 
than cost of work done. For example, by costs shall we say one-tenth of 
the work has been done over a few months and possibly one-third of the 
fee paid for those months. A million-dollar contract lasting ten months 
with a fixed fee of seventy-five thousand might in three months’ time have 
paid on it one hundred thousand in costs and twenty-two thousand five 
hundred in fee. If financing is to be watched, perhaps a return of fee should 
be made in direct ratio with accrued costs. 

The following clause is one requiring the contractor to submit to owner 
or owner’s representative, receipted vouchers covering invoices listed in next 
preceding billing, which of course is part of the audit routine of the site 
accountant. This is to protect the owner from liens on the work due to 
poor financing on the part of the contractor. In addition, at the completion 
of the job no final payment would be forthcoming until contractor had 
produced satisfactory proof that no lien does or can exist against the work. 

The payment of any monthly billing of contract costs is conditional 
upon two things. In the first instance the certification of the site accountant 
that the billing has been audited and proven and that all necessary docu- 
mentary evidence exists to support the said billing. Secondly, that an archi- 
tectural or engineering certification has been received by owner attesting to 
the physical evidence of such materials on the jobsite as are presently in the 
billing. If the site accountant has properly done his job both in field audit 
and head office audit of the contractor’s system of cost finding, the billing 
will be correct. However, the engineering certification does give a more 
graphic progress report of the work which helps to round out the entire 
picture. 

A short clause is usually inserted regarding the right of the contractor 
to cease work upon non-receipt of payment from owner for monthly billing 
or failure of the architect to issue certification regarding work progress 
relative to any monthly billing. 

It should be remembered that a cost plus contract, while a fairly broad 
survey of anticipated work conditions and relationships between owner and 
contractor, it is at the same time a complex contract. It provides for the 
utmost detail in all regards and must therefore be gone over thoroughly by 
all concerned. From its nature it must always assume a most individualistic 
pattern. No two can be alike. It can if well drawn be a most satisfactory 
document; conversely it can also result in the utmost dissension for contract- 
ing parties if badly drawn. 

There are a number of small items affecting costs that may well be 
introduced, such as disposition of surplus materials by contractor at a price 
to be approved by owner. Deposits made on drums and reels also should 
not be charged to job by contractor. 

A large section of a contract such as this on a cost plus percentage or 
fixed fee will be devoted to general conditions which really define and 
expand the clauses in the actual agreement itself. These general conditions 
set forth in the first instance all the definitions of parties and terms con- 
cerned in the contract. Further articles line up the duties of contractor, 
owner and architect. The question of responsibility for changes and errors 
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in the work, general supervision and direction of the same will be dealt with 
in detail. Inspection and control of the project will be carefully outlined. 
One article will deal with the purchase of materials and the letting of sub- 
contracts. In this connection proper facilities for access to and inspection of 


quality and quantity of these materials must be provided owner and architect. 


All subcontracts must have tenders of same submitted to owner and architect 
for approval. 

The correction after one year of defects due to unauthorized deviations 
from contract plans by the contractor would of course be made at his 
expense. 

Insurance is one item that is covered quite thoroughly. The contractor 
will be responsible for such insurance as will protect him under the Work- 
men’s Compensation Act and from any other claims for damages for 
personal injury, including death, which may arise from his operations under 
the contract. It is part of the site accountant’s job to examine certificates 
of such insurance to see whether they are currently in force and as to their 
adequacy in the matter of coverage. Fire insurance would be covered by 
owner and is to protect the interests of both owner and contractor including 
such value of contractor’s equipment as shall have been previously estab- 
lished by contractor in writing. A statement of such equipment values must 
be received at least once a month in order that owner can adjust for proper 
current insurance coverage at regular intervals. In case of any mishaps of 
fire, windstorm and earthquake, the cost of restoration shall be chargeable 
to the owner subject to a deduction from the contractor’s bill of the amount 
the contractor has received from the insurance companies. 

The rights of owner to terminate the contract will be contained in a 
further article of the general conditions. Among these are the refusal of 
the contractor to supply materials or additional workmen after a request for 
same by owner or architect. If contractor should be adjudged bankrupt or 
if he should make a general assignment for the benefit of his creditors, 
or if he should fail to make prompt payment to sub-contractors it would 
be felt that he had violated the intent of the contract and owner could give 
termination notice to contractor, take possession of the premises, of all 
materials, tools and appliances thereon and finish the work by whatever 
method he deem expedient. 

By terminating the contract under the above clause the owner must 
reimburse contractor for the balance of all payments made by him plus a 
fee bearing the same ratio to the fixed fee as the cost of work at the time 
of termination bears to a reasonably estimated cost of work completed. 

The next article deals with the rights of the contractor to terminate the 
contract. This may be done chiefly by stoppage of the work through no 
fault of the contractor and through nonpayment of bills due to the con- 
tractor by the owner. In such case the contractor may upon five days’ 
written notice stop work and recover from owner payment of all work 
executed as well as such damages as are sustained by him as a result of the 
termination of the contract. 


The highly specialized trades are usually subcontracted for, and the 
contractor must notify the owner and architect of such persons he intends 
to employ as subcontractors. In general this article places a control over 
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the contractor’s right to let portions of the work to the sub-trades and draws 
out the fact that the subcontractors bear the same relationship contractually 
speaking to the main contractor as he, the main contractor, bears to the 
owner. However, nothing in the owner’s contract with general contractor 
creates any contractual relation between subcontractors and owner. 

It is quite possible for many reasons that owner may wish to let other 
contracts in connection with the undertaking of which the work is a part. 
This thought forms the basis for an additional article, that contractor is 
expected to co-ordinate his work with that of such other contracts as owner 
may see fit to place. Owner however is responsible for the actions of these 
other contractors and general contractor may make claim or representation 
to owner regarding damages or lack of co-operation occasioned through 
actions of these other contracts. 

A fairly detailed article on arbitration is a part of this type of contract 
and provides for three arbitrators, one each appointed by contractor and 
owner and a third appointed by the two previously appointed arbitrators. 
Arbitration may be needed in any dispute between owner and contractor 
during the progress of the job but shall not take place until the completion 
of the work except (a) on a question of certificate for payment or (b) where 
the dispute is of such a nature as to make immediate arbitration necessary 
while the evidence is available. 

Of interest to the accounting department of the owner and contractor 
and particularly so to the owner’s site accountant is the article dealing with 


accounting, inspection and audit. In a very general way this will state that 
contractor shall check all material and labour entering into the work and 
shall keep such full detailed accounts as may be necessary for the proper 
financial management of the contract and the system shall be such as is 
satisfactory to the auditor appointed by the owner. The auditor shall be 
afforded access to the work and to all the contractor’s books, records, cor- 
drawings, receipts, vouchers and any other 


respondence, instructions, 
memoranda relating to the contract and the contractor shall preserve all 


such records for a period of one year after.the final payment. 

It will readily be seen that an article of this wording gives a rather 
broad scope of activity to the site accountant and at the same time places 
full responsibility upon him not only for the strict accuracy of the billings 
submitted by the contractor but also that such a system of proper accounting 
for materials and labour is in operation both in the contractor’s head office 
and field offices that it becomes impossible for these monthly accounts to be 
otherwise than a true representation of values received on the job. 

Contractually the authority has been given to the owner and his repre- 
sentative, the site accountant, to produce proper records of the financial 
part of the work. The more exact details of how this may be done must be 


left to another article. 
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« STUDENT SECTION » 





By MR. J. D. CAMPBELL, C.A., R.I.A. 
ACCOUNTING II 


Question 2 (20 marks) 

Red, White and Blue were trading in partnership as Red and Co. They 
shared profits and losses equally and their trial balance on January 31st, 
1947, was as follows: 


Remora rintiesenxclenivens evra aecat eer $ 30,000 

Accounts receivable ........... eccetlice eater 342,860 

ANNO sn 6 ec a aa Eade Cis eesootes ... 407,640 

Accounts payable .............. sever $ 180,500 

Capital — Red ................ Sreatereer te. 400,000 

Capital — White - ; , 150,000 

Capital — Blue ieee: Bs caetaectss 50,000 
$ 780,500 $ 780,500 


Tricolour Limited having an authorized capital of 50,000 common 
shares of no par value and 5,000 preferred shares of $100 each was formed 
to take over the business of Red & Co. as a going concern from February 
1, 1947. The purchase agreement provided that Tricolour Limited should 
(1) take over at book values the whole of the assets of the firm with the 
exception of cash in bank, (2) recognize and pay for goodwill valued at 
$150,000, and (3) assume and discharge the liabilities of the firm. The 
purchase consideration was to be the allotment to the vendors of 45,000 
common shares taken at $10. per share and the payment to them of 
$270,000 in cash. 

Tricolour Limited sold to an investment dealer at par 4,000 of the 
authorized preferred shares. The dealer was allowed a commission of 
$6.00 on each of these shares. Twenty-five per cent of the proceeds of 
issue of the common shares is to be treated as “distributable” surplus. 
Required: 

(a) Journal entries to close the books of Red & Co. and showing the 

amount of shares and cash, respectively, taken by each partner. 

(b) The balance sheet of Tricolour Limited after giving effect to all 

of the above transactions. 


SOLUTION 
JOURNAL OF RED & CO. 
lst February, 1947 


Goodwill . : $ 150,000 
Capital—Red ....... et % 50,000 
—Blue.... eee: ve : 50,000 
Mile acl abel 50,000 
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To set up the asset goodwill at 

the agreed valuation. 

Accounts payable 180,500 
Realization account 720,000 


Accounts receivable 342,860 


Inventories 407 ,640 


Goodwill 150,000 
To transfer the assets and liabilities involved 
in the transfer to a realization account as per 
agreement with Tricolour Limited. 


Tricolour Limited 
Realization account 
To record the consideration receivable. 
(The combination of the two preceding entries 
is an alternative procedure.) 
Bank 270,000 
Investments (shares of n.p.v. in 
Tricolour Limited.) 450,000 
Tricolour Limitea 
To record receipt of purchase consideration rep- 
resented by cash and 45,000 shares at $10 each. 
(The question specifically required that the 
closing journal entries should show the amount 
of shares and cash respectively, taken by each 


720,000 


720,000 


partner.) 
Capital — Red 450,000 
Bank 180,000 
Investments (27,000 shares n.p.v.) 270,000 
Capital — White 200,000 
Bank 80,000 
Investments (12,000 shares n.p.v.) 120,000 
Capital — Blue < 100,000 
Bank : 40,000 
Investments (6,000 shares n.p.v.) 60,000 
(The three final entries were based on an assumption that the cash 
and investments in each case would be spread among the partners on the 
basis of their relative capital interests in the partnership at the date of 
dissolution. Alternative assumptions were accepted as the problem did not 
specifically set out the above assumption.) 


TRICOLOUR LIMITED 
Balance Sheet as at Ist February, 1947 


ASSETS 


Current: 
Bank % 106,000 
Accounts receivable 342,860 
Inventories 407,640 
$ 856,500 
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Goodwill eee 150,000 
Commissions on shares wee 24,000 


$1,030,500 


EQUITIES 


Current liabilities: 
Accounts payable % 180,500 
Share Capital and Surplus 
Share Capital 
Authorized: 5,000 preferred 
shares of $100 each 
50,000 common 
shares n.p.v. 
Issued fully paid 
4,000 preferred shares $ 400,000 
45,000 common shares 337,500 
—— 737,500 


Distributable surplus 112,500 
—— 850,000 


$ 1,030,500 


Comments: 
The overall review of the results obtained in the answers submitted to 


Question II shows that 61.2% of the total marks were obtained by the 
candidates who attempted an answer to the question as a whole. The per- 
centage would be increased somewhat if the subsections were considered 
separately as several candidates failed to answer both (a) and (b) divisions 
required. It is impossible to determine whether this deficiency arose from 
a failure on the part of the candidate to read the requirements of the 
question carefully or from inability to answer the subdivision (b). 
Mechanical errors accounted in part for the deficiency along with 
errors in terminology (‘Commissions paid’ referred to as ‘discount on issue’) 
failure to set up distributable surplus and errors which indicated a failure 
on the part of the student to properly visualize the transactions which he 


was attempting to record. 


Question 5 (10 marks) 

On January Ist, 1946, X Ltd. issued $1,000,000 of 10 year 4% bonds 
(Interest payable January Ist and July 1st) at par. 

The Trust deed governing the bond issue provided that on January 
Ist, 1947, and each year thereafter, the company should pay $50,000 cash 
to the trustee for the bondholders, which cash the trustee would expend 
on the acquisition and cancellation of bonds of the issue. The trustee was 
to acquire these bonds either by purchase on the market, or by drawings 
by lot at the redemption price, which was $105 per $100 bond up to January 
Ist, 1950. 

The market price of the bonds on January Ist, 1947, was $102 per 
$100 bond. 
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REQUIRED: 
Journal entries for the books of X Ltd. to record the cash payment 


to the trustee in January, 1947, and the acquisition and cancellation of 
bonds by the trustee. (Assume all transactions to be completed on January 
Ist, so that the question of accrued interest on bonds bought by the trustee 


will not arise.) 


Journal of X Ltd. 
lst January, 1947 


Trustee : $50,000 
Bank 
Payment as per trust deed 
Bonds payable 49,000 
Loss on redemption of bonds 980 
Trustee Sree ot a 
Purchase of 490 bonds at market price 
of $102 and cancellation of bonds. 


Comments: 

The overall review of the results obtained in the answers submitted 
to Question 5 shows that 64.2% of the total marks were obtained by the 
candidates who answered the question. It is also noted that fewer candi- 
dates attempted this question than any of the other questions on the 


paper. 
The errors which occurred in the solutions which were submitted indi- 


cated a tendency on the part of the student not to appreciate fully the 
information given in the question. The question stated definitely that the 
student was to assume all transactions to be completed on Ist January so 
that the question of accrued interest on the bonds bought by the trustee 
would not arise. The information was also given that interest on the bonds 
was payable Ist January and Ist July. This information should have indi- 
cated to the candidate that no interest accounts would be involved. 

It appears reasonable to assume that as the market value was below 
the drawing price the trustee would utilize purchases at market in place 


of by drawings. 














